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THE  PLIGHT  OF  PUERTO  RICO 

THE  United  States  has  at  least  two  powerful  reasons  for 
reappraising  its  economic  relations  with  the  Caribbean 
area.  The  first  is  the  obvious  down-to-earth  status 
which  the  war  has  brought  to  the  "  good  neighborhood  ".  On 
this  score  wartime  problems  of  supplies,  loss  of  markets,  and 
the  building  of  adequate  military  bases  stand  in  the  forefront. 
The  second,  and  even  more  important,  reason  is  that  the  war 
has  strengthened  our  suspicion  that  a  rephrasing  of  the  re- 
sponsibilities of  the  United  States  in  world  peace  is  necessary. 
Neither  the  casual  imperialism  of  a  generation  ago  nor  the 
piecemeal  charities  of  the  good-neighbor  policy  to  date  afford 
a  suitable  formula  for  bringing  into  order  the  frictions  which 
characterize  the  relationship  of  the  United  States,  a  highly 
industrialized  country  of  vast  and  varied  resources,  to  the 
"  inferior  "  outlying  areas  of  more  limited  resources  and  less 
extensive  development. 

The  war,  with  its  emphasis  on  the  jointness  of  Caribbean 
welfare,  has  provided  an  occasion  for  reviewing  the  economic 
bases  of  that  welfare,  and  inquiring  into  the  revisions  which 
the  future  is  likely  to  recommend.  Such  review  and  inquiry 
need  cause  the  United  States  little  anxiety,  so  far  as  immediate 
war  policies  are  concerned.  Caribbean  territories,  with  the 
unimportant  exception  of  Vichy's  islands,  are  active  and  ap- 
parently enthusiastic  followers  of  the  United  States.  But  it 
would  be  premature  to  interpret  this  unanimity  of  action  as  the 
crowning  triumph  of  a  non-imperialistic  policy.     The  fact  re- 
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mains  that  the  Caribbean  is  a  colonial  area,  whose  wartime 
role  was  predetermined  by  dependence  on  the  United  States. 
As  such,  Caribbean  cooperation  signalizes  the  completeness  of 
this  country's  domination,  not  the  attraction  of  freedom's 
rewards. 

The  focal  point  for  current  perspectives  of  the  United  States 
in  the  Caribbean  seems  to  be  the  economic  "  integration  "  of  an 
area  long  conceded  by  all  nations  to  be  peculiarly  within  our 
sphere  of  influence.  The  good-neighbor  policy  officially  fore- 
sees in  mutually  beneficial  economic  relations  the  only  neces- 
sary guarantee  to  the  firmness  and  oneness  of  the  area.  But 
what  economic  relations  are  mutually  beneficial,  and  how  are 
they  to  be  forged?  Integration  itself  is  an  elusive  concept. 
World  trade,  to  an  astonishing  degree,  has  been  on  an  im- 
perialist basis.  That  is  to  say,  trade  has  emphasized  the  di- 
vision of  areas  into  raw-material  or  finished-goods  production, 
with  an  enforced  stagnation  of  economic  development  in  the 
areas  which  fall  into  the  former  class.  That  such  a  routing 
of  trade  channels  is  readily  accepted  as  inherent  in  the  nature 
of  things  seems  implicit  in  the  widespread  view  today  that 
Argentina  is  a  natziral  part  of  the  European  trading  orbit,  and 
a  natural  trade  enemy  of  the  United  States. 

The  unhappy  effect  of  such  a  channelization  of  trade  be- 
tween colonial  and  mother  areas  is  apparent  in  the  discrepancies 
of  development  between  countries  of  enforced  colonial  status, 
like  Puerto  Rico  of  the  present  study,  and  those,  like  Argen- 
tina, that  have,  had  some  success  in  breaking  out.  To  some 
extent  at  least  the  present  war  is — and  is  recognized  as — a 
consequence  of  the  arbitrary  colonialization  of  the  world  with- 
out sufficient  reference  to  legitimate  economic  potentials.  In- 
tegration, then,  in  the  imperialist  sense  is  no  more  than  the 
frustration  of  one  area's  economic  possibilities  in  order  to 
sustain  arbitrary  leads  gained  by  another.  Whatever  ad- 
vantages of  stability  such  integration  may  have  had  in  the 
past,  or  may  still  possess  in  the  short  run,  it  creates  dangerous 
pressures  in  the  long  run.  Undeveloped  resources  and  the 
social  frustrations  which  attend  them  give  both  means  and  ends 
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to  aggressive  builders  of  new  orders  and  co-prosperity  spheres. 

Or  does  integration  imply  an  extension  of  intra-area  trade 
limited  only  by  the  resources  and  market  of  the  area?  Such 
integration  would  obviously  entertain  the  area's  self-sufficiency 
as  its  goal.  The  equally  obvious  objection  is  that  such  self- 
sufficiency  is  uneconomic  because  it  arbitrarily  excludes  the 
advantages  of  specialization  which  would  otherwise  be  avail- 
able through  trade  with  other  areas. 

Thus,  while  we  may  recognize  at  once  that  circumstances 
may  call  for  temporarily  uneconomic  policies,  integration  in 
the  long  run  must  be  viewed  merely  as  the  deployment  of  an 
area's  resources  in  such  a  way  as  to  secure  a  maximum  product. 
In  the  case  of  Caribbean  relations  with  the  United  States  there 
is  fortunately  little  conflict  between  the  political  and  economic 
aspects  of  integration.  The  historical  and  geographic  in- 
fluences on  the  area's  development  are  such  as  to  create 
legitimate  economic  sinews  for  the  political  embrace  in  which 
the  United  States  holds  it.  Accordingly,  that  embrace  need 
be  neither  costly  to  the  United  States  nor  stifling  to  the  Carib- 
bean.    Unhappily  it  has  so  far  in  a  large  measure  been  both. 

Speaking  broadly — as  one  must  in  speaking  at  once  of  a 
variegated  area — the  problem  of  United  States  policy  in  the 
Caribbean  is  then  essentially  one  of  discovering  an  appropriate 
basis  for  the  great  influence  which  a  country  of  vast  investment 
potential  and  sweeping  political  importance  is  bound  to  wield 
over  less  developed  and  less  powerful  outlying  areas.  Condi- 
tions in  the  Caribbean  are  especially  auspicious  for  the  success 
of  a  policy  looking  toward  the  mutual  benefit  of  both  the  in- 
fluencer  and  the  influenced.  This,  in  turn,  is  no  more  than  the 
assumption  on  which  the  good-neighbor  policy  is  based. 
*  *  *  * 

A  shipmate  of  Columbus  on  the  voyage  during  which  Puerto 
Rico  was  discovered  (1493)  wrote:  "All  of  these  islands  are 
very  handsome  and  of  very  good  earth,  but  this  seemed  to 
everybody  the  best."  Four  hundred  and  fifty  years  later, 
John  Gunther  wrote  of  the  Rich  Port  in  a  different  vein : 
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I  saw,  in  short,  misery,  disease,  squalor,  filth.  It  would  be 
lamentable  enough  to  see  this  anywhere.  It  would  be  shocking 
enough  in  the  remote  uplands  of  Peru  or  the  stinking  valleys  of 
the  Ganges.  But  to  see  it  on  American  territory,  among  people 
whom  the  United  States  has  governed  since  1898,  in  a  region  for 
which  our  federal  responsibility  has  been  complete  for  43  years, 
is  a  paralyzing  jolt  to  anyone  who  believes  in  American  stand- 
ards of  progress  and  civilization. 

The  picture  seen  by  the  eye  is  bad  enough.  The  story  heard 
by  the  ear  is  even  worse. 

I  found  that  in  Puerto  Rico  between  350,000  and  400,000 
school  children  —  about  56  per  cent  of  the  children  of  school 
age — do  not  go  to  school,  because  there  are  not  enough  school- 
rooms. 

I  found  that  in  some  villages  a  flat  100  per  cent  of  the  popu- 
,     lation  has  malaria. 

I  found  that  infant  mortality  in  Puerto  Rico  is  the  highest  in 
the  world,  four  times  that  of  the  United  States. 

I  found  that  the  average  income  of  the  jibaro  (peasant)  is 
about  $135  per  year,  or  less  than  40  cents  a  day. 

I  found  that  a  pound  of  meat  costs  30  cents  in  Puerto  Rico, 
whereas  in  Santo  Domingo  45  miles  away  it  is  6  cents. 

I  found  that  there  is  no  milk  fit  to  drink,  and  that  even  the 
public  water  supply — on  American  territory! — is  not  safe,  be- 
cause the  island  cannot  afford  proper  sanitation  methods. 

It  is  a  question  of  some  nicety  as  to  which  of  the  impover- 
ished Caribbean  islands  is  worst  off,  but  Puerto  Rico — the  only 
part  of  Latin  America  except  the  Canal  Zone  and  the  Virgin 
Islands  under  direct  control  of  the  United  States — can  lay  an 
indisputable  claim  to  being  the  home  of  our  rhost  miserable 
citizens.  Gunther's  comments  compete,  but  do  not  differ,  in 
grimness  with  those  of  other  visitors  who  have  recorded  their 
impressions  of  the  island's  society.  Admiral  Leahy,  whom 
President  Roosevelt  in  1939  sent  as  governor  to  strengthen  the 
island's  defenses,  reported  to  Congress  that  a  starving,  miserable 
and  unhappy  civilian  population  constituted  a  danger  to  mili- 
tary strength,  and  that  something  had  to  be  done  about  such 
deplorable  social  and  economic  conditions. 
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If  the  measure  of  our  economic  interest  in  an  area  is  the 
degree  to  which  that  area  markets  its  products  here,  obtains  its 
supplies  here,  depends  on  American  capital  for  its  develop- 
ment and  American  currency  for  its  money,  then  Puerto  Rico 
is  almost  100  per  cent  bound  to  the  United  States  and  nothing 
further  remains  to  be  done.  In  fact,  many  of  the  American 
states  themselves  place  a  larger  portion  of  their  trade  outside 
of  the  country  than  the  5  per  cent  which  is  normal  for  Puerto 
Rico.  Nor  is  Puerto  Rican  trade  with  the  continental  United 
States  significant  only  from  the  island's  point  of  view.  To  the 
mainland  Puerto  Rico  is  the  ninth  largest  customer  in  the  whole 
world  (second  largest  in  Latin  America),  and  the  tenth  largest 
source  of  supplies  (third  largest  in  Latin  America).  The 
island's  all-important  sugar  industry  is  dominated  by  interests 
in  the  United  States.  This  is  true  of  the  four  largest  com- 
panies which  cultivate  a  fourth  of  all  cane  land.  Its  products 
are  carried  wholly  in  United  States  boats.  About  one  half 
of  its  banking  resources  are  held  by  branches  of  New  York 
institutions,  and  its  currency  is  the  dollar.  Finally,  its  people, 
while  Spanish-speaking,  are  American  citizens. 

At  the  same  time,  the  bulk  of  Puerto  Rican  exports  is  sugar, 
which  enters  the  United  States  only  because  the  more  eco- 
nomically produced  sugar  of  other  areas  (Java  and  Cuba)  is  in 
part  excluded  by  quotas,  while  the  remainder  is  subject  to 
tariffs  (in  the  case  of  Cuba  currently  equal  to  about  30  per 
cent  ad  valorem) .  Most  of  the  island's  imports  are  rudimentary 
consumers'  items,  which  are  bought  at  relatively  high  prices 
and  transported  at  relatively  great  cost  in  lieu  of  a  long  over- 
due diversified  agricultural  and  industrial  development  in 
Puerto  Rico.  So  the  question  naturally  arises  whether  an  im- 
poverished and  abnormally  developed  island,  whose  dense  and 
landless  population  is  largely  sick,  idle  and  illiterate,  can  be 
considered  as  integrated  with  the  United  States  in  any  proper 
sense. 

Puerto  Rico,  which  is  roughly  lOO  miles  by  35  miles,  is  1,400 
miles  southeast  of  New  York.  Since  it  lies  directly  in  what 
strategists  consider  to  be  the  path  of  any  hemisphere  invader 
from  the  east,  it  has  come  to  possess  unusual  importance  in 
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present  efforts  to  strengthen  hemisphere  defenses.  Its  land 
consists  of  a  central  range  of  high  hills  surrounded  by  the 
coastal  plain  on  which  sugar  cane  is  grown.  Between  the  cane 
land  and  the  timber  regions  of  the  hills  lie  the  farms  on  which 
its  secondary  agricultural  products — coffee,  citrus  fruit  and  to- 
bacco— are  cultivated.  Its  population  of  1.9  million  is,  in  terms 
of  arable  land  per  capita  (0.6  acre),  the  densest  in  the  world. 
Insular  communications  are  reasonably  good :  450  miles  of 
railroad  and  1,400  miles  of  paved  roads.  But  its  ports  are 
largely  shallow  and  costly  to  maintain,  although  two  of  them — 
San  Juan  and  Ponce — are  adequate  and  kept  in  good  condition. 
The  climate  is  equable,  with  temperatures  rarely  below  55  or 
above  90,  and  humidity  varying  little  from  an  average  of  70. 
Politically  Puerto  Rico  is  an  ambiguous  part  of  the  United 
States,  ranking  somewhere  between  a  colony  and  an  ordinary 
state.  At  the  time  of  its  acquisition  from  Spain  in  1898,  it  was 
apparently  thought  that  the  island  would  as  soon  as  possible 
become  a  state.  This  latter  status  does  not  seem  likely  to 
eventuate  in  the  predictable  future.  At  present  an  Organic 
Act  of  191 7  serves  as  the  insular  constitution.  Under  it  Puerto 
Rico  elects  a  bicameral  legislature  with  considerable  local  au- 
thority, although  its  acts  are  subject  to  the  veto  of  a  governor 
appointed  by  the  President  of  the  United  States.  It  is  a  part 
of  the  federal  tariff  system,  although  duties  on  products  enter- 
ing Puerto  Rico  are  covered  directly  into  the  island's  treasury. 
It  is  not  subject  to  federal  income  taxes. 

Foreign  Trade 

During  the  forty-four  years  since  its  acquisition  by  the 
United  States,  Puerto  Rico  has  become  strikingly  dependent  on 
the  mainland  for  both  markets  and  supplies.  Its  export — and 
import — trade  with  the  United  States  has  grown  from  60  per 
cent  of  its  total  trade  in  1900  to  95  per  cent  in  1940.  This 
degree  of  dependence  surely  leaves  little  to  be  accomplished  in 
a  quantitative  sense,  by  a  policy  devoted  to  the  development  of 
more  intensive  trade  bonds.  The  unhealthy  nature  of  this 
dependence  will  be  treated  below. 
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As  for  Puerto  Rico's  balance  of  payments,  the  figures  show 
that  on  trade  account  the  island  has  had  an  average  annual 
active  balance  of  about  10  million  dollars  during  the  last  fifteen 
years,  if  we  omit  four  years  in  which  a  passive  balance  oc- 
curred. In  those  four  years,  the  passive  balance  is  to  be 
explained  by  special  circumstances — a  hurricane  in  one  year, 
depression  relief  in  another,  and  defense  expenditures  in  the 
last  two.  The  normally  active  trade  balance,  however,  does 
not  mean  that  Puerto  Rico  enjoys  a  credit  balance  on  its  entire 
current  account  with  the  United  States.  While  there  are  no 
adequate  or  regular  figures  available  on  service  items,  a 
creditable  investigation  by  the  Brookings  Institution  for  the 
single  year  1927-28  showed  a  service  deficit  of  21.4  million 
dollars.  Half  of  this  deficit  was  in  the  form  of  interest  pay- 
ments, dividends  and  rents  (11  million  dollars).  The  other 
half  was  in  the  form  of  freight,  insurance,  and  other  charges. 
Oddly  enough,  despite  the  island's  pretensions  as  a  tourist 
haven,  funds  received  from  this  source  were  slightly  less  than 
the  amount  required  by  Puerto  Rico  to  sustain  its  inhabitants 
on  the  mainland.  When  these  service  items  are  taken  into  ac- 
count, they  wipe  out  the  active  trade  balance  and  leave  the 
island  with  an  average  net  deficit  of  approximately  10  million 
dollars  on  income  account. 

It  is  not  possible  to  say  exactly  how  far  the  1927-28  service 
figures  may  be  considered  typical.  The  earnings  of  the  three 
largest  sugar  companies,  dominating  40  per  cent  of  sugar  pro- 
duction, were  high  that  year.  Dividend  payments  apparently 
were  somewhat  larger  than  usual.  Not  all  of  the  earnings  of 
these  companies  leave  the  island,  but  those  retained  in  the 
companies  seem  not  to  be  a  significant  factor,  although  in  that 
particular  year  net  investment  increased  1.9  million  dollars. 
In  general,  however,  it  would  appear  that  since  freight,  in- 
surance, and  other  service  charges  must  have  mounted  to  some 
10  million  dollars  with  the  regularly  sustained  or  increasing 
volume  of  trade,  and  since  dividend  and  interest  payments  have 
apparently  continued  in  the  same  range  as  those  of  1927-28, 
Puerto  Rico  requires  an  active  trade  balance  of  20  million 
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dollars  or  more  a  year,  in  order  to  balance  its  international 
income  accounts.  Such  a  trade  credit  the  island  clearly  has 
had  only  in  exceptional  years,  in  1915-17,  in  1919-20,  and 
during  three  years  of  the  early  thirties.  During  the  latter 
years  the  net  export  surplus  above  20  million  dollars  resulted 
from  the  sharp  drop  in  Puerto  Rico's  imports  rather  than  an 
increase  in  the  value  of  her  exports. 

In  lieu  of  any  significant  flow  of  private  capital  from  the 
United  States  into  Puerto  Rico  in  recent  years,  the  insular 
deficit  in  income  account  has  been  "  paid  "  by  federal  contribu- 
tions. A  conservative  estimate  of  such  contributions  places 
them  at  15  to  25  million  dollars  a  year.  They  have  a  further 
significance  in  connection  with  the  apparent  increases  in  the 
volume  of  Puerto  Rico's  foreign  trade,  which  rose  from  a  total 
turnover  of  approximately  50  million  dollars,  during  the  first 
decade  of  the  twentieth  century,  to  anywhere  between  150  mil- 
lion to  200  million  dollars  during  the  1920's  and  1930's. 
These  increases  cannot  in  themselves  be  construed  as  a  gage 
of  insular  prosperity.  In  fact,  to  some  extent  they  may  in- 
dicate the  opposite  :  the  worse  the  island's  condition,  the  greater 
our  federal  contributions,  and  consequently  the  greater  appears 
to  be  the  volume  of  trade. 

To  summarize  the  quantitative  aspects  of  Puerto  Rico's 
trade,  we  may  conclude  ( i )  that  the  island  operates  under  a 
chronic  deficit  on  income  account,  despite  a  persistently  active 
trade  balance,  and  (2)  that  the  increases  in  aggregate  trade 
are  to  be  construed  in  the  light  of  very  sizable  federal  contribu- 
tions to  the  island. 

As  for  the  nature,  in  contrast  to  the  volume,  of  Puerto  Rico's 
trade,  the  exports  consist  almost  entirely  of  a  few  agricultural 
products,  and  the  imports  are  either  food  products  for  human 
consumption  or  machinery.  Sugar  has  regularly  dominated 
exports.  Although  accounting  for  a  somewhat  smaller  share 
during  the  twenties,  it  averaged  a  little  more  than  60  per  cent 
of  total  exports  during  the  period  1920-40.  Tobacco,  fruit  and 
coffee — the  other  traditional  Puerto  Rican  exports — have 
persistently  diminished  in  importance.  This  is  most  strikingly 
illustrated  in  the  case  of  tobacco,  which  fell  from  19  per  cent 
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of  total  exports  in  1919-20  to  only  7  per  cent  in  1939-40. 
Coffee,  which  formerly  accounted  for  about  5  per  cent  of  the 
aggregate,  now  amounts  to  a  mere  ,5  per  cent.  The  drastic 
hurricanes  of  1928  and  1932  were  largely  responsible  for  the 
diminution  of  these  items.  Needlework  and  rum,  the  only 
industrial  items  of  importance,  have  risen  rapidly,  from  3  per 
cent  of  total  exports  to  1 7  per  cent  in  the  case  of  needlework, 
and  from  a  negligible  amount  before  1935  to  6  per  cent  in  the 
case  of  rum.  The  growth  of  needlework  exports  is  not  to  be 
viewed,  however,  as  a  triumph  of  industrial  development,  in- 
asmuch as  it  was  sustained  only  by  virtue  of  an  unbelievably 
low  level  of  living  for  its  workers.  Its  future  is  problematical, 
as  will  be  seen  later.  In  any  case,  the  figures  exaggerate  the 
importance  of  the  industry,  since  75  per  cent  of  the  total  re- 
ported under  this  heading  represents  the  re-exports  of  textiles 
brought  into  Puerto  Rico  to  be  elaborated  by  the  island's  skilled 
embroiderers.  As  for  rum,  the  picture  is  much  brighter.  The 
growth  registered  by  this  industry  appears  to  be  a  bona  fide 
development  of  the  island's  rather  limited  industrial  potenti- 
alities. But  even  in  the  case  of  rum  production,  it  must  be 
borne  in  mind  that  it  is  the  prevalence  of  low  wage  levels  and 
the  freedom  from  United  States  tariffs  enjoyed  by  Puerto 
Rican  sugar  that  have  made  possible  production  not  economi- 
cally justifiable  in  other  circumstances. 

An  examination  of  the  nature  of  Puerto  Rico's  imports  in- 
dicates the  high  degree  of  dependence  on  outside  products. 
Food  and  clothing  currently  constitute  45  per  cent  of  total  im- 
ports, but  machinery  has  doubled  in  volume,  rising  from  5  per 
cent  of  total  imports  in  1920-21  to  10  per  cent  in  1940-41, 
despite  a  striking  decline  during  the  depression.  The  relative 
importance  of  food  and  clothing  has  registered  a  slight  but 
persistent  decrease,  and  this,  coupled  with  the  rise  in  machinery 
imports,  may  justify  the  contention  that  Puerto  Rico  has  grown 
somewhat  less  dependent  on  the  United  States  for  its  basic 
consumption  goods.  The  absolute  volume  of  imported  foods 
and  clothes,  however,  has  remained  rather  stable,  and  since 
imports  in  recent  months  include  construction  materials  to  be 
used  in  the  development  of  insular  defenses,  the  percentage 
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figures  tend  to  overstate  the  growth  and  relative  importance  of 
non-consumption  items. 

Nor  is  it  possible  to  tell  as  yet  how  far  the  imports  of  ma- 
chinery will  be  useful  in  developing  insular  sources  for  goods 
now  imported  from  the  continent,  although  the  fact  that  elec- 
trical and  industrial  machinery  predominates  over  agricultural 
may  be  regarded  as  favorable.  Therefore,  any  conclusion  that 
Puerto  Rico  is  growing  more  independent  must  be  asserted  with 
great  caution. 

In  summary,  then,  Puerto  Rico's  trade  figures  seem  to 
demonstrate  sharply : 

I.    The  high  degree  of  dependence  on  exports  of  sugar 
and  its  products ; 
,     2.    The  high  degree  of  dependence  on  outside  sources  for 
basic  consumption  goods ; 
3.    The  highly  colonial  nature  of  the  area,  in  the  old-style 
pattern    of    raw-material    exports    in    exchange    for 
finished-goods  imports. 
Moreover,  all  of  these  trends  have  sharpened  since  the  United 
States  acquired  the  island. 

Economic  Conditions 

The  setting  of  Puerto  Rico's  general  economic  problem  can 
be  described  in  a  few  words :  production  painfully  behind  the 
minimum  needs  of  a  dense  and  rapidly  expanding  population. 
The  population,  which  is  largely  a  mixture  of  Spanish,  African 
Negro,  and  aboriginal  Indian,  has  a  crude  birth  rate  of  39.8 
per  thousand,  in  sharp  contrast  to  that  of  the  United  States, 
17.6  per  thousand.  The  death  rate  of  17.8  per  thousand 
registered  in  1939,  though  high  in  comparison  with  10. 6  on  the 
mainland,  still  leaves  a  net  rate  of  increase  of  22.2  per  thousand 
compared  with  7  per  thousand  in  the  United  States. 

The  contributions  of  the  United  States  have  paradoxically 
made  Puerto  Rico's  population  problem  worse,  for  health 
measures  have  been  more  effective  in  reducing  the  death  rate 
(25  for  1901-10,  24.1  for  191 1-20,  21.7  for  1921-30,  and  20.I 
for  1931-40)  than  corresponding  measures  have  been  in  reduc- 
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ing  the  birth  rate.  Throughout  the  thirties  the  rate  of  natural 
increase  has  remained  at  2  per  cent.  The  island  has  legalized 
birth  control,  and  the  program  is  said  to  enjoy  considerable 
unofficial  support  from  prominent  dignitaries  of  the  socially 
important  Catholic  Church,  but  the  problem  of  educating  ig- 
norant rural  families  in  the  use  of  contraceptives  has  so  far 
proved  insurmountable. 

Obviously  a  lasting  amelioration  of  Puerto  Rican  living 
conditions  can  be  attained  only  by  increasing  production  more 
rapidly  than  population.  This  objective  might  be  approached 
through  either  the  stimulation  of  production  or  the  discourage- 
ment of  births,  or  both.  But  under  existing  demoralized  con- 
ditions, either  approach  is  tremendously  difficult.  Per  capita 
wealth  is  estimated  at  $200,  as  compared  with  $736  in  Missis- 
sippi, one  of  our  less  prosperous  states.  The  size  of  the  average 
Puerto  Rican  family  has  been  estimated  at  from  7  to  11,  as 
compared  with  4  in  the  continental  United  States ;  and  70  per 
cent  of  the  families  are  rural,  with  the  typical  family  living  in 
a  small  shack  without  sanitary  facilities  or  privacy.  Unem- 
ployment regularly  runs  around  300,000,  leaving  at  least  a 
third  of  the  population  without  income.  In  such  conditions 
the  high  incidence  of  disease  is  not  surprising.  In  191 9,  studies 
of  various  areas  indicated  that  between  25  and  70  per  cent  of 
the  population  habitually  suffered  from  malaria.  In  1925  hook- 
worm was  discovered  to  be  an  affliction  of  50-90  per  cent  of 
the  people.  The  incidence  of  tuberculosis  is  three  to  five  times 
what  it  is  in  New  York  City,  where  it  is  regarded  as  a  serious 
public  health  problem.  Careful  samplings  of  dietary  condi- 
tions indicate  a  universal  problem  of  malnutrition,  with  diets 
of  rural  families  characterized  by  insufficient,  irregular,  and 
improperly  balanced  consumption.  No  doubt  poverty  and 
disease  work  in  malevolent  partnership  and  should  be 
attacked  simultaneously,  but  clearly  there  is  no  hope  of 
solving  the  health  problem  until  a  marked  improvement  in 
the  prevalent  level  of  living  is  possible.  This  improvement  is 
in  turn  a  problem  of  the  most  truculent  sort,  even  could  a 
general  will  to  solve  it  be  assumed.     As  in  the  case  of  some  of 
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our  southern  communities,  the  low  level  of  living  also  means 
low  wage  requirements,  and  is  advertised  as  such  in  order  to 
invite  investment.  So,  unfortunately,  persons  who  wield  per- 
haps the  greatest  influence  in  insular  affairs  have  acquired  a 
vested  interest  in  Puerto  Rican  poverty,  and  view  its  solution 
as  an  economic  disaster  to  the  island. 

Several  characteristics  of  the  Puerto  Rican  economy  make 
the  solution  of  the  social  problem  especially  difficult.  The 
first  of  these  is  the  concentration  of  landholdings,  which  is 
simply  the  other  aspect  of  the  chronic  landlessness  of  the 
majority  of  the  people.  About  a  third  of  the  land  is  in  cane 
farms,  60  per  cent  of  which  are  in  the  form  of  farms  of  a 
thousand  acres  or  more.  Sugar  companies  {Centrales)  own 
or  lease  half  of  the  sugar  land.  Although  70  per  cent  of  the 
island's  farms  are  20  acres  or  less,  only  14  per  cent  of  the 
land  is  accounted  for  by  this  class.  Furthermore,  the  trend 
has  been  steadily  toward  greater  concentration  of  holdings.-^ 

A  second  feature  is  the  seasonality  of  employment.  Payroll 
figures  for  sixteen  large  sugar  companies  show  a  drop  of  62 
per  cent  from  peak  to  slack.  This  great  drop  is  mostly  ex- 
plained by  the  nature  of  the  sugar  industry,  which  employs  a 
large  number  of  people  in  the  field  during  the  cutting  season, 
but  very  few  at  other  times.  Because  of  the  development  of 
labor-saving  devices  in  the  field  for  slack-season  operations, 
this  drop  has  become  greater  in  recent  years.  Even  at  the 
peak,  employment  in  sugar  reaches  only  125,000.  Manufac- 
turing establishments  (non-sugar)  account  for  27,000  more. 
With  a  population  of  two  million,  Puerto  Rico's  chronic  unem- 
ployment problem  is  apparent. 

A  third  feature  is  the  island's  vulnerability  to  hurricanes. 
About  once  every  generation  tropical  storms  devastate  the 
island.  In  recent  years  there  have  been  two,  in  1928  and  in 
1932.  Since  the  storms  have  proved  particularly  disastrous 
for  coff'ee  and  fruit  production — typical  small-man  crops — and 
relatively  light  for  sugar,  they  have  tended  to  intensify  the 
island's  dependence  on  sugar  and  to  embarrass  the  rehabilita- 
tion of  farming  via  small-farm  projects. 

^  See  p.  494  for  a  discussion  of  the  law  limiting  maximum  landholdings. 
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In  addition  to  these  general  characteristics,  there  are  special 
conditions  in  almost  all  of  the  island's  basic  industries  which 
increase  the  somberness  of  Puerto  Rico's  economic  outlook. 

Sugar 

The  sugar  industry  employs  most  of  the  land  and  most  of 
the  people.  It  accounts  for  about  half  of  all  the  earnings  on 
investments  in  Puerto  Rico.  Its  debt  showing  (mortgage 
burden)  is  better  than  that  of  other  crops.^  The  value  of 
sugar  products  is  twice  that  of  all  other  products  included  in 
the  census  of  manufactures.  By  almost  any  standard  of 
measurement,  it  is  the  dominant  factor  in  the  island's  economy. 
Its  production  has  increased  almost  uninterruptedly  from 
103,200  tons  in  1900-1901  to  1,018,800  tons  in  1939-40, 
or  by  1,000  per  cent.  Exportation  has  followed  a  generally 
similar  course;  80  to  90  per  cent  of  the  crop  is  usually  sent 
out  of  the  country.  Severe  fluctuations  in  its  price  have,  how- 
ever, largely  cancelled  the  gains  that  expanded  production 
should  have  brought.  During  World  War  I  and  the  inflation 
that  followed,  the  price  per  ton  rose  from  93  to  236  dollars, 
raising  the  value  of  sugar  exports  from  27.3  million  dollars  to 
98.9  millions.  This  was  followed  by  a  precipitous  price  decline 
which  reached  60  dollars  per  ton  in  1 930-31  ;  the  recovery  and 
rearmament  periods  that  followed  have  not  produced  any 
significant  improvement. 

Its  effects  on  Puerto  Rico's  economy  have  been  most  dis- 
turbing. The  island's  increasing  dependence  on  this  crop  has 
subjected  insular  income  to  the  serious  fluctuations  of  sugar 
prices  and  the  equally  serious  weather-caused  variations  in 
sugar  production.  It  has  intensified  the  landlessness  of  the 
population  and  monopolized  the  agricultural  credit  market. 
Moreover,  it  has  increased  the  dependence  of  Puerto  Rico  on 
the  United  States,  which,  in  view  of  the  island's  high  produc- 

2  The  average  mortgage  debt,  expressed  as  a  percentage  of  the  estimated 
value  of  mortgaged  land  in  1935,  was:  for  mortgaged  coffee  land,  107  per  cent; 
tobacco,  98 ;  small  produce,  89 ;  fruit,  79 ;  cane,  60.  Interest  ran  from  7^4  per 
cent  to  9  per  cent. 
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tion  costs  ^  and  consequent  need  for  preference  in  the  continen- 
tal market,  is  a  serious  element  of  insecurity. 

Some  mention  should  be  made  of  the  important  political 
controversy  now  centering  on  sugar  production  because  of  re- 
cent efforts  to  force  the  breaking  up  of  large  sugar  holdings. 
Under  an  old  and  unenforced  Puerto  Rican  law,  it  is  illegal 
for  any  company  to  hold  more  than  five  hundred  acres  of  land. 
In  1930,  the  last  year  for  which  figures  are  available,  there 
were  367  farms  of  over  500  acres  controlling  a  third  of  the  total 
acreage.  The  three  largest  United  States  companies  alone 
own  73,000  acres  and  lease  52,000  more.  It  is  possible  that 
any  effort  to  enforce  the  law  would  be  highly  disrupting  to 
sugar  production.  The  large  landholders  claim  that  the  law 
is  basically  uneconomic,  since  sugar  production  on  large  farms 
is-  more  efficient.  Figures  like  the  following  are  cited  in 
support : 

Size  of  farm  Yield  per  acre      Size  of  farm  Yield  per  acre 

(acres)  (tons)  (acres)  (tons) 

1-2  2.4  101-200  3.5 

3-10        2.8  201-500  3.9 

1 1-25        2.9  500  4.4 

26-100      3.4 

This  record,  however,  must  be  construed  in  the  light  of  the  fact 
that  the  larger  holders  are  conceded  to  have  the  best  land  and 
work  a  smaller  portion  of  the  land  they  hold. 

With  so  large  a  part  of  the  population  landless,  the  big 
sugar  holdings  have  consistently  been  a  source  of  controversy, 
but  no  serious  effort  was  made  to  enforce  the  500-acre  law  until 
the  present  majority  leader,  Munoz  Marin,  made  it  a  cam- 
paign issue.  The  Land  Authority  Act  of  April  1941  ap- 
propriated $2,000,000  for  land  redistribution,  adding  that  "  the 
Legislature  through  the  instrumentality  of  this  act  states  that 
land  in  Puerto  Rico  is  to  be  considered  as  a  source  of  life, 
dignity  and  economic  freedom  for  the  men  and  women  who 
till  it."  Supposedly  it  is  to  be  enforced  now,  but  practical 
enforcement  depends  on  the  availability  of  funds  to  finance 

3  In  1935,  production  costs  in  the  main  sugar  producing  areas  were,  cents 
per  pound:  Cuba,  1.33;  Philippines,  1.97;  Hawaii,  2.54;  Puerto  Rico,  2.54; 
Louisiana,  3.77. 
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the  redistribution,  and  it  is  not  certain  that  anything  like  suf- 
ficient funds  will  be  forthcoming. 

Cojfee 
Under  the  Spanish  regime,  coffee  was  Puerto  Rico's  leading 
industry.  Since  then  its  exports  have  declined  seriously  in 
volume  from  a  peak  of  about  60  million  pounds  in  the  late 
1890's,  and  a  second  high  of  45  million  pounds  in  1909- 10,  to 
an  average  of  only  2.5  million  pounds  in  the  thirties.  The 
value  of  coffee  exports  also  shows  an  almost  steady  dwindling 
from  9  million  dollars  in  1919-20  to  an  average  of  only  .4  mil- 
lion in  the  thirties.  The  present  condition  of  the  industry  is 
traceable  to  ( i )  the  tendency  of  capitalists  to  seek  investments 
in  sugar,  (2)  the  disastrous  hurricanes  of  1928  and  1932  which 
destroyed  most  of  the  bushes  together  with  the  shade  trees 
which  are  necessary  to  coffee  growth  and  which  require  years 
for  replacement,  (3)  coffee  growers'  lack  of  credit  resources, 
and  (4)  the  loss  of  the  European  market  which  absorbed  the 
high-priced  Puerto  Rican  coffee.  The  failure  of  the  coffee 
industry  would  be  especially  regretted  because  the  disappear- 
ance of  this  small-farm  crop  would  entail  oppressive  socio- 
logical consequences.  Its  rehabilitation  depends  on  provisions 
for  cheap  hurricane  insurance,  cheap  fertilizers,  reforestation, 
development  of  new  seed  beds,  and  homes  for  coffee  laborers. 

Tobacco 

The  production  of  tobacco,  at  one  time  Puerto  Rico's  second 
industry,  is  now  probably  a  lost  cause.  Production  since  1921 
has  varied  all  the  way  from  50  million  pounds  (1927  peak)  to 
6  million  pounds  (1932  low),  due  partly  to  the  hurricanes,  but 
more  significantly  to  the  almost  complete  collapse  of  the  market 
for  Puerto  Rican  cigars.  Present  indications  suggest  that  the 
increasing  preference  for  cigarettes  may  soon  make  Puerto 
Rico  a  net  importer  of  tobacco : 

Year  Tobacco  Exports  Tobacco  Imports 

1920-21 $21.7  million  $3.4  million 

1925-26 21.2   "  2.2   " 

1930-31  17-2   "  4.2   " 

1935-36 10.4   "  3.7   " 

1939-40 6.0   "  4.3   " 
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Fruit 

Statistically  the  relatively  new  fruit  industry  makes  a  bad 
showing.  From  three  million  dollars  in  1920-21,  the  proceeds 
of  fruit  exports  fell  to  1.5  millions  in  1939-40.  A  series  of  mis- 
fortunes, however,  has  beset  the  industry  almost  from  the  first. 
Lack  of  credit,  lack  of  marketing  knowledge,  high  freight  rates, 
and  lack  of  refrigerated  ships  kept  production  stagnant  until 
the  twenties.  By  1927,  favorable  crop  and  market  conditions, 
especially  for  grapefruit,  pointed  to  a  brighter  future,  but  the 
almost  total  destruction  caused  by  the  hurricanes  in  1928  and 
1932  left  the  fruit  farms  barren  of  product  and  heavily  bur- 
dened with  debt.  Better  weather  plus  federal  credit  assistance 
may  still  redeem  grapefruit  and  pineapple  production.  The 
development  of  island  canneries  for  juice  has  recently  made  it 
possible  to  reduce  waste  and  marketing  costs. 

Needlework 

While  there  is  no  question  about  the  greatly  increased  sig- 
nificance of  the  needlework  industry  in  the  Puerto  Rican 
economy,  the  figures  on  the  value  of  product  overstate  the  case. 
In  the  following  statistics  for  1939  it  will  be  noted  that  about 
two  thirds  of  the  value  of  product  is  accounted  for  by  the  value 
of  the  materials  imported  for  working: 

Needlework  Industries  Producing  More  Than  $2,000  Per  Annum  (1939) 

Number    136 

Employees    6,846 

Salaries $     357.237 

Wages     1,575,814 

Cost  of  materials   -  13,323,273 

Value  of  products   20,778,267 

Value  added  by  manufacture   7>4S4>994 

The  industry  is  notoriously  on  a  sweatshop  basis,  however, 
so  that  the  homeworkers,  who  number  some  33,000,  are  largely 
left  out  of  account  in  the  above  figures.  Typical  wages  for 
homework  run  from  15  to  25  cents  a  day;  for  factory  work, 
70  cents.  The  Wages  and  Hours  Act,  in  its  application  to 
Puerto  Rico,  will  no  doubt  result  in  a  serious  decrease  in  the 
industry's  output.     Naturally  the  Act  has  been  strongly,  and 
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to  some  extent  successfully,  resisted  on  the  grounds  that  its 
effect  is  to  "protect"  sweated  workers  by  abolishing  their 
jobs.  The  alternative  to  their  low  pay  is  not  better  pay,  it  is 
claimed,  but  no  work.  While  low  pay  possesses  certain  off- 
hand advantages  over  none  at  all,  the  sweated  needlework 
trade  cannot  be  regarded  as  an .  adequate  answer  to  Puerto 
Rico's  unemployment.  Just  as  the  sugar  industry  in  its  present 
uneconomic  extension  represents  a  wasteful  use  of  land,  so  the 
needlework  industry  is  a  wasteful  use  of  labor.  How  much 
of  the  industry  can  remain  under  legislative  prescription  of  a 
more  tolerable  wage  has  yet  to  be  seen.  So  far  the  effect  of 
the  legislation  has  been  to  abolish  homework  and  increase 
factory  work. 

Manufacturing 

Prospects  for  the  island's  growing  manufactures  are  less 
discouraging  than  those  of  the  basic  industries  described  above. 
A  1939  census  of  manufacturing  industries  (all  industries  pro- 
ducing more  than  two  thousand  dollars  annually)  puts  the  con- 
tribution of  manufacturing  at  35.2  million  dollars,  and  the  gross 
value  of  products  at  111.5  millions.  Of  these  amounts  at  least 
80  per  cent  represents  products  destined  for  export. 

A  brief  glance  at  a  list  of  Puerto  Rican  manufactures  shows 
considerable  variety,  from  sugar  to  perfumes,  from  candy  to 
furniture.  But  on  closer  examination  it  appears  that  sugar, 
tobacco,  needlework  and  liquor  account  for  four  fifths  of  the 
total  value  of  manufactured  products  and  for  three  fourths  of 
all  wage-earners ;  other  industries  are  relatively  minor. 

Although  the  value  of  manufactured  products  has  expanded 
significantly  from  36.7  million  dollars  in  1909  to  11 1.5  million 
dollars  in  1939,  there  has  been  increasing  concentration  as 
shown  by  the  decrease  in  the  number  of  establishments  from 
939  to  798  in  the  same  period. 

There  are  two  general  conclusions  to  be  drawn  in  qualifica- 
tion of  the  apparently  rapid  progress  of  manufacturing:  (i) 
Manufacturing,  other  than  that  associated  with  industries 
(sugar,  tobacco  and  needlework)  the  economic  justification  and 
future  of  which  are  open  to  question,  is  of  slight  importance. 
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amounting  to  a  productive  achievement  of  only  five  dollars  per 
capita  a  year;  and  (2)  an  undeterminable  but  extremely  small 
portion  of  the  manufacturing  is  directed  to  the  insular  market. 
These  conclusions  confirm  the  impression  gained  in  the  ex- 
amination of  foreign  trade  statistics  that  Puerto  Rico  depends 
on  imported  articles  for  its  own  consumption,  and  on  uneco- 
nomically  produced  exports  for  its  purchasing  power.  Domes- 
tic manufacturing,  growing  though  it  is,  has  not  as  yet  made 
necessary  any  substantial  qualification  of  this  impression. 

Banking 

Our  interest  in  Puerto  Rican  banking  does  not  turn  on 
technical  banking  problems,  such  as  the  admission  of  Puerto 
Rican  banks  to  the  Federal  Reserve  System.  Except  for  a 
brief  recapitulation  of  the  island's  facilities  as  of  the  present, 
we  shall  not  attempt  an  institutional  description.  The  problem 
here  is  not  the  fitness  of  local  banks  for  Federal  Reserve  mem- 
bership, or  the  adequacy  of  its  banking  resources  for  the 
financing  of  its  export  crops,  but  rather  the  suitability  of  its 
credit  institutions  for  the  promotion  of  economic  developments 
vital  to  the  improvement  of  the  Puerto  Rican  level  of  living. 
From  this  point  of  view  the  soundness  of  existing  and  long- 
established  credit  operations  is  of  less  interest  than  the  urgency 
of  projects  which  have  not  been  undertaken. 

Puerto  Rico  has  no  banking  system.  There  is  no  central 
bank  or  bank  of  issue.  The  island's  money  is  the  dollar,  as  in 
all  other  parts  of  the  United  States.  There  is  no  agency  for 
credit  control  other  than  the  Treasurer,  who  is  in  charge  of 
bank  inspection  and  the  administration  of  banking  laws.  There 
is  no  "  monetary  authority  "  which  makes  any  effort  to  appraise 
the  island's  economic  needs  and  release  its  monetary  resources 
to  facilitate  their  fulfilment.  Instead  of  a  banking  system,  it 
may  be  said  that  Puerto  Rico  has  twelve  actively  functioning 
banks  with  nineteen  branches,  operating  largely  as  foreign 
banks'  way  stations  to  serve  the  sugar  industry. 

The  main  characteristic  of  Puerto  Rican  banking  is  its 
domination  by  the  National  City  Bank  of  New  York  in  particu- 
lar and  the  four  foreign  (United  States  and  Canadian)  banks 
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in  general.  Of  the  island's  90  million  dollars  in  banking 
assets,  the  four  foreign  banks  own  61.5  millions.  Of  the  79 
million  dollars  in  deposits,  the  foreign  banks'  accounts  are  56 
millions.  The  National  City  Bank  alone  accounts  for  40  mil- 
lions of  the  assets  and  39  millions  of  the  deposits.  Next  to 
this  bank,  the  local  Banco  Popular  de  Puerto  Rico  comes  with 
14  million  dollars  in  assets  and  11  million  dollars  in  deposits. 

The  second  outstanding  characteristic  of  insular  banking  is 
its  preoccuption  with  sugar  loans.  Such  loans  account  for  two 
thirds  of  the  foreign  banks'  commitments,  and  half  of  the  local 
banks'. 

The  third  feature,  closely  related  to  the  first,  is  that  the  local 
foreign  banks  serve  more  or  less  in  the  capacity  of  reserve 
banks  for  the  other  local  institutions  and,  in  turn,  the  offices  in 
the  United  States  serve  as  reserve  banks  for  their  Puerto  Rican 
branches.  It  is  true  that  the  insular  banking  law  of  1933 
requires  banks  to  keep  a  20  per  cent  "  legal  reserve  "  against 
demand  deposits,  and  of  this  20  per  cent,  not  more  than  10 
per  cent  (half)  may  be  in  the  form  of  deposits  with  other 
banks,  with  3^^  per  cent  in  float,  and  6^  per  cent  in  lawful 
United  States  money.  The  other  80  per  cent  of  demand  de- 
posits must  be  in  paper  maturing  within  180  days.  But  these 
requirements  provide  neither  genuine  liquidity  nor  flexibility, 
both  of  which  obviously  depend  upon  the  availability  of  sup- 
port from  the  home  offices  of  the  large  foreign  banks.  The 
general  situation  is  very  clearly  one  in  which  a  few  large 
foreign  banks  provide  credit  on  the  basis  of  their  established 
commercial  standards  of  good  practice,  which  they  are  naturally 
prepared  to  back  up  with  the  huge  resources  of  their  home 
offices. 

There  seems  to  be  little  question  that  the  existing  banks  are 
adequate  for  the  island's  commercial  needs,  if  by  commercial 
needs  we  confine  ourselves  to  the  credit  requirements  of  tradi- 
tional business.  In  all  of  the  discussions  between  1933  and 
1936  in  the  course  of  passing  on  the  desirability  of  extending 
Federal  Reserve  membership,  there  was  no  suggestion  that 
Puerto  Rico  had  to  have  Federal  Reserve  status  to  provide  for 
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what  were  then  recognized  to  be  the  regular  commercial  needs. 
The  local  banks  apparently  desired  membership  either  for  the 
prestige  which  it  would  carry  or  for  the  F.D.I.C.  facilities 
which  it  would  make  available.  The  decision  against  extend- 
ing membership  seems  to  have  turned  mainly  on  the  feeling 
among  Federal  Reserve  officials  that  it  would  not  be  desirable 
to  distinguish  between  the  one  or  two  banks  which  could 
technically  meet  the  qualifications  and  the  others  that  clearly 
could  not.  There  was  also  some  doubt  as  to  whether  the  sugar 
paper  could  be  considered  eligible  for  rediscount. 

Thus,  the  appraisal  of  Puerto  Rican  institutions  at  the  time 
of  the  above  deliberations  was  not  concerned  with  their  basic 
suitability  for  the  realization  of  the  island's  fundamental — 
indeed  desperate — economic  needs.  Federal  Reserve  member- 
ship would  not,  perhaps,  have  answered  these  needs,  nor  did 
the  withholding  of  membership  particularly  embarrass  other 
answers  to  the  need.  But  it  may  be  that  through  this  refusal 
an  opportunity  was  lost  for  giving  an  insular  orientation  to  the 
island's  general  credit  facilities,  and  the  formulation  of  mone- 
tary policy  was  left  once  more  to  other  executive  departments 
of  the  United  States  government. 

Ultimately  it  is  not  possible  to  divorce  the  adequacy  of  an 
economy's  financial  facilities  from  the  basic  economic  develop- 
ment within  which  such  facilities  must  function.  Thus  it  may 
be  suggested  that  the  main  shortcoming  of  Puerto  Rican  bank- 
ing is  to  be  found  not  in  the  technical  unsteadiness  of  specific 
banks  but  in  their  institutional  incapacity  to  assume  responsi- 
bility for  the  general  development  of  the  economy.  It  is  in 
this  sense  that  one  may  say  that  Puerto  Rico  has -banks  but  no 
banking  system. 

Unquestionably,  the  presence  of  strong  foreign  banks  in 
Puerto  Rico  gives  to  the  island  a  degree  of  banking  security 
which  local  institutions  could  not  by  themselves  provide,  but 
this  advantage  seems  more  than  offset  by  other  factors  arising 
from  the  dominance  of  foreign  institutions.  These  factors 
may  be  summarized  as  follows : 

I.  The  unfavorable  competitive  position  of  local  banks.  In 
the  opinion  of  the  larger  banks  on  the  island,  the  local  banks 
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are  ill-suited  for  sugar  finance  in  view  of  the  amount  of  their 
assets  which  such  credit  ties  up  at  one  time,  as  well  as  the 
rather  large  risks  attendant  upon  production  in  a  hurricane 
belt.  Bad  storms  or  an  unfavorable  market  could,  the  argu- 
ment of  the  large  banks  runs,  ruin  small  banks  which  unad- 
visedly engage  in  such  finance.  Whether  or  not  local  banks  are 
actually  suited  to  such  finance,  it  is  true  that  this  most  profitable 
field  of  Puerto  Rican  credit  is  dominated  by  the  large  banks. 
The  largest  and  most  profitable  sugar  enterprises  go  to  them 
for  financing,  due  partly  to  the  coincidence  that  many  of  these 
enterprises  are  also  foreign.  The  local  banks  must  content 
themselves  for  the  most  part  with  less  extensive  enterprises, 
which  are  also  the  riskiest  of  the  sugar  borrowers. 

2.  The  relative  unavailability  of  non-sugar  credits.  The 
foreign  banks  do  not — and  perhaps  could  not  be  expected  to — 
provide  credit  for  long-term  reconstruction  or  development 
projects  for  the  correction  of  Puerto  Rican  economic  malad- 
justments. The  local  banks  are  even  less  in  a  position  to  as- 
sume such  responsibility. 

As  might  be  expected,  the  gap  has  been  filled  by  loans,  made 
by  a  number  of  federal  agencies,  including,  among  others,  the 
Emergency  Crop  Loan  Office,  the  Federal  Housing  Adminis- 
tration, the  Puerto  Rico  Hurricane  Relief  Loan  Section,  and 
the  Puerto  Rico  Production  Credit  Association.  Aid  other 
than  through  loans  has  been  given  by  the  more  important  New 
Deal  agencies,  including  the  Agricultural  Adjustment  Admin- 
istration, the  Works  Projects  Administration,  and  the  Puerto 
Rican  Reconstruction  Administration.  No  figure  is  available 
for  the  total  amount  of  federal  funds  which  has  been  poured 
into  Puerto  Rico,  but  the  sum  is  considerable,  averaging 
probably  some  two  million  dollars  per  month  since  1933. 
Since  1939,  defense  expenditures  of  at  least  forty  million  dol- 
lars a  year  have  overshadowed  all  other  federal  funds  in  Puerto 
Rico. 

***** 

There  is  no  simple  program  to  answer  Puerto  Rico's  sweep- 
ing economic  problem,  nor  any  simple  financial  or  banking 
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formula  to  expedite  such  a  program.  The  island's  production 
is  far  from  the  minimum  living  requirements  of  its  population. 
The  intensification  of  trade  with  the  United  States  has  not 
significantly  improved  the  situation.  In  many  respects  trade 
has  in  fact  made  it  worse,  since  sugar  has  become  abnormally 
developed  and  absentee  controlled,  while  other  hopeful  Puerto 
Rican  industries  have  been  starved  out  of  existence.  Mean- 
while, the  continuing  and  progressive  poverty  of  most  of  the 
Puerto  Ricans  has  tended  toward  their  political  disenf  ranchise- 
ment  and  ineffectuality. 

Yet  for  all  of  the  island's  poverty,  there  is  every  reason  to 
believe  that  its  resources,  if  properly  developed,  would  easily 
be  adequate  to  sustain  a  decent  level  of  living.  It  should  be 
recognized,  however,  that  any  program  of  amelioration  is  likely 
to,  involve  a  reduction  of  Puerto  Rico's  trade  with  the  United 
States  and  a  reduction  of  private  American  influence.  Land 
now  devoted  to  sugar  might  more  effectively  be  devoted  to 
other  crops,  probably  for  local  consumption.  The  Coastwise 
Shipping  Acts,  hated  like  England's  Navigation  Acts,  should 
be  altered  so  as  to  free  Puerto  Rico  from  absurdly  high  ship- 
ping rates.  New  projects,  such  as  cement,  paper,  soap,  glass, 
dairy  products,  leather,  lumber,  food  preserving,  fruit  and 
vanilla  production,  fishing,  pig  raising,  flowers,  spices,  per- 
fumes and  textiles,  can  be  developed.  Undoubtedly  federal 
assistance  in  such  a  program  will  be  necessary,  but  this  occasion 
might  wisely  be  taken  to  encourage  the  development  of  local 
financial  institutions  to  participate  in  the  loans  and  assume  an 
increasing  responsibility  for  their  success. 

At  the  moment  Puerto  Rico  is  enjoying  a  terhporary  relief 
from  hard  times.  The  decision  of  the  United  States  to  develop 
a  naval  base  comparable  in  size  with  Singapore  has  created  an 
industry  larger  even  than  sugar.  For  the  first  time  thousands 
of  Puerto  Rican  laborers  are  learning  the  purchasing  power, 
fantastic  to  them,  of  thirty-five  cents  an  hour.  Local  process- 
ing and  entertainment  industries  have  received  a  new  impetus 
to  development.  In  addition,  the  war  has  carried  the  Puerto 
Rican  sugar  market  to  high  levels.     However,  the  change  is 
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temporary,  and  the  current  optimism  of  San  Juan  business  men 
probably  ill  reflects  the  superficiality  of  the  change  for  the 
majority  of  Puerto  Ricans.  Of  able-bodied  males,  175,000  are 
still  unemployed.  After  the  war  the  problem  of  Puerto  Rican 
poverty  is  likely  to  return.  At  that  time  any  further  forestall- 
ing of  Puerto  Rico's  development  will  provoke  again  the 
temporarily  silent  cries  for  independence.  Since  President 
Roosevelt  has  openly  sponsored  Munoz  Marin's  "  new  deal  " 
program  ^  for  Puerto  Rico,  and  in  a  cooperative  gesture  has 
appointed  Munoz'  friend,  Rexford  Guy  Tugwell,  as  governor,^ 
there  is  some  reason  to  expect  that  the  United  States  no  longer 
intends  merely  to  let  the  island  fester. 

JuDD  Polk  * 

*  Platform :  rural  electrification,  encouragement  of  new  industry,  social  secu- 
rity, collective  bargaining,  anti-usury  legislation,  minimum  wages,  enforcement 
of  the  Soo-acre  law,  tax  exemption  of  farmers  holding  less  than  $100  in  land, 
revision  of  Puerto  Rico's  regressive  tax  system,  establishment  of  a  squatter's 
right  to  /4  acre  for  house  and  garden,  etc. 

^  This  was  written  before  recent  proposals  for  the  nomination  of  a  native 
Puerto  Rican  as  governor. 

*  This  manuscript  was  edited  by  Irene  B.  Opton  and  Peter  L.  Bernstein 
after  Mr.  Polk  had  entered  the  Army  Air  Corjw. 
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of  Political  Science,  of  Columbia  University.  The  Proceedings  are  published 
in  mid-winter  and  mid-summer.  Single  issues  of  the  Quarterly,  $1;  single 
issues  of  the  Proceedings,  $2.50.  Prices  on  back  numbers  and  bound  volumes 
will  be  quoted  on  request. 

Members  and  subscribing  members  are  urged  to  notify  tbe  AcaclMBy 
office  of  any  change  of  address. 

If  members  and  subscribing  members  wish  to  discontinue  membership  in 
the  Academy,  notice  to  that  e£Fect  should  be  sent;  otherwise  it  is  assumed  that 
the  memDership  will  be  continued. 

Communications  regarding  tlie  Academy  should  be  addressed  to  tlie  Director 
of  the  Academy  of  Political  Science,  Fayerweather  Hall,  Columbia  University, 
New  York. 
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